Introduction {#Sec1}
============

The monetary policy framework in India has evolved over the past few decades in response to financial developments and changing macroeconomic conditions. The operational framework of monetary policy has also gone through significant changes with respect to instruments and targeting mechanisms. The preamble of the Reserve Bank of India (RBI) Act, 1934 was also amended in 2016, which now clearly provides the mandate of the RBI. It reads as follows:"*"to regulate the issue of Bank notes and keeping of reserves with a view to securing monetary stability in India and generally to operate the currency and credit system of the country to its advantage; to have a modern monetary policy framework to meet the challenge of an increasingly complex economy; to maintain price stability while keeping in mind the objective of growth."*"

The aim of monetary policy in the initial years of inception of RBI was mainly to maintain the sterling parity, with exchange rate being the nominal anchor of monetary policy. Liquidity was regulated through open market operations (OMOs), bank rate and cash reserve ratio (CRR). Soon after independence and through the late 1960s, the role of the central bank was aligned with the planned development process of the nation in accordance with the 5-year plans. Thus, it played a major role in regulating credit availability, employing OMOs, bank rate, and reserve requirement towards this end.

With the nationalization of major banks in 1969, the main objective of monetary policy through the 1970s till the mid-1980s was the regulation of credit in accordance with the developmental needs of the country. This period was marked by monetization of fiscal deficit while inflationary consequences of high public expenditure necessitated frequent recourse to CRR.

In 1985, on the recommendation of the Committee set up to Review the Working of the Monetary System (Chairman: Dr. Sukhamoy Chakravarty), a new monetary policy framework, monetary targeting with feedback was implemented based on empirical evidence of a stable demand for money function. However, financial innovations in the 1990s implied that demand for money may be affected by factors other than income. Further, interest rates were deregulated in the mid-1990s and the Indian economy was getting increasingly integrated with the global economy. Therefore, the RBI began to deemphasize the role of monetary aggregates and implemented a multiple indicator approach (MIA) to monetary policy in 1998 encompassing all economic and financial variables that influence the major objectives outlined in the Preamble of the RBI Act. This was done in two phases---initially MIA and later augmented MIA (AMIA) which included forward looking variables and time series models.

Based on RBI's Report of the Expert Committee to Revise and Strengthen the Monetary Policy Framework ([@CR18], Chairman: Dr Urjit R Patel), a formal transition was made in 2016 towards flexible inflation targeting and a six member Monetary Policy Committee (MPC) was constituted for setting the policy repo rate. The Monetary Policy Framework Agreement (MPFA) was signed between the Government of India and the RBI in February 2015 to formally adopt the flexible inflation targeting (FIT) framework. This was followed up with the amendment to the RBI Act, 1934 in May 2016 to provide a statutory basis for the implementation of the FIT framework. With this step towards modernization of the monetary policy process, India joined the set of countries that adopted inflation targeting, starting from 1990 by New Zealand, as their monetary policy framework. The Central Government notified in the Official Gazette dated August 5, 2016, that the Consumer Price Index (CPI) inflation target would be 4% with ± 2% tolerance band for the period from August 5, 2016 to March 31, 2021. At the time of writing (April 2020), this period is drawing to a close in less than a year. In this backdrop, this paper discusses the evolution of the monetary policy framework in India and describes the workings of the current framework.

The paper is divided into the following sections. Section [2](#Sec2){ref-type="sec"} presents a schematic representation of the main components of a general monetary policy framework and describes its key features. Section [3](#Sec3){ref-type="sec"} describes the genesis of the monetary policy framework in India since 1985 covering the Monetary Targeting Framework, Multiple Indicator Approach and Flexible Inflation Targeting. The main recommendations of RBI's Report of the Expert Committee to Revise and Strengthen the Monetary Policy Framework ([@CR18], Chairman: Dr Urjit R Patel) are also discussed. Composition, workings and voting pattern of the Monetary Policy Committee from October 2016 to March 2020 are also provided. Further, a comparison of voting patterns with various countries across the globe is undertaken.

Section [4](#Sec9){ref-type="sec"} discusses a general framework for monetary policy transmission and applies the framework to India. It also describes interest rate linkages at the global level. Section [5](#Sec10){ref-type="sec"} examines unconventional monetary policy measures adopted in late 2019 and early 2020. Section [6](#Sec11){ref-type="sec"} concludes the paper.

Schematic representation of a monetary policy framework {#Sec2}
=======================================================

The specification of the monetary policy framework facilitates the conduct of monetary policy. The general framework comprises well-defined objectives/goals of monetary policy along with instruments, operating targets and intermediate targets that aid in the implementation of monetary policy and achievement of the ultimate objectives. A schematic representation of a monetary policy framework is shown in Fig. [1](#Fig1){ref-type="fig"} (Laurens et al. [@CR7]; Mishkin [@CR9]).Fig. 1Source: Author

Instruments are tools that the central bank has control over and are used to achieve the operational target. Examples of instruments include open market operations, reserve requirements, discount policy, lending to banks, policy rate. Operational targets are the financial variables that can be controlled by the central bank to a large extent through the monetary policy instruments and guide the day-to-day operations of the central bank. These can impact the intermediate target and thus help in the delivery of the final goal of monetary policy. Examples of operational targets include reserve money and short-term money market interest rates.

Intermediate targets are variables that are closely related with the final goals of monetary policy and can be affected by monetary policy. Intermediate targets may include monetary aggregates and short-term and long-term interest rates. Goals refer to the final policy objectives. These may include price stability, economic growth, financial stability and exchange rate stability.

This general framework is applied to the monetary targeting framework with feedback that prevailed from 1985 to 1998 and to the inflation targeting framework that exists from 2016 onwards. The multiple indicator approach that was operational from 1998 to 2016 was based on a number of financial and economic variables and was not exactly specified on the basis of this framework although broad money was treated as an intermediate target and the goals of monetary policy are the same across the various frameworks.

Genesis of monetary policy in India since 1985 {#Sec3}
==============================================

Monetary targeting with feedback: 1985--1998 {#Sec4}
--------------------------------------------

In the 1970s through the mid-1980s, monetization of the fiscal deficit exerted a dominant influence on monetary policy with inflationary consequences of high public expenditure necessitating frequent recourse to CRR. Against this backdrop, in 1985, on the recommendation of the Committee set up to Review the Working of the Monetary System (RBI [@CR15]; Chairman: Dr. Sukhamoy Chakravarty), a new monetary policy framework, monetary targeting with feedback was implemented based on empirical evidence of a stable demand for money function. The recommendation of the committee was to control inflation within acceptable levels with desired output growth. Further, instead of following a fixed target for money supply growth, a range was followed which was subject to mid-year adjustments. This framework was termed "Monetary Targeting with Feedback" as it was flexible enough to accommodate changes in output growth.

This operational framework is depicted in Fig. [2](#Fig2){ref-type="fig"}. (Definitions of variables shown in Fig. [2](#Fig2){ref-type="fig"} are given in Appendix [1](#Sec12){ref-type="sec"}). The main instruments in this framework were cash reserve ratio (CRR), open market operations (OMOs), refinance facilities and foreign exchange operations. Broad money (M3) was chosen as the intermediate target while reserve money (M0) was the main operating target. However, an analysis of money growth outcomes during the monetary targeting framework reveals that targets were rarely met (RBI 2009--2012). Even with increases in CRR, money supply growth remained high and fuelled inflation.Fig. 2Source: Author*Notes:*(1) Primary objective of monetary policy in India is to maintain price stability, while keeping in mind the objective of growth.(2) Definitions of variables are given in Appendix [1](#Sec12){ref-type="sec"}

Further, financial innovations in the 1990s implied that demand for money may be affected by factors other than income. Since the mid-1990s, with global integration, factors such as swings in capital flows, volatility in the exchange rate and global growth also impacted the economy. Moreover, interest rates were deregulated allowing for changing interest rates and a market determined management system of exchange rates was also adopted.

Multiple Indicator Approach: 1998--2016 {#Sec5}
---------------------------------------

Against the backdrop of changing domestic and global dynamics, RBI implemented a multiple indicator approach (MIA) to monetary policy in 1998 encompassing various economic and financial variables based on the recommendations of RBI's Working Group on Money Supply (RBI [@CR16]; Chairman: Dr YV Reddy). These variables included several quantity variables such as money, credit, output, trade, capital flows, fiscal indicators as well as rate variables such as interest rates, inflation rate and the exchange rate. The information on these variables provided a broad-based monetary policy formulation, which not only encompassed a diverse set of information, but also accorded flexibility to the conduct of monetary management. The MIA was conceptualized when Dr Bimal Jalan was Governor and was implemented in two stages---MIA and later augmented MIA, by including forward looking variables and a panel of time series models, in addition to the economic and financial variables (Mohanty [@CR10]; Reddy [@CR14]). Forward looking indicators were drawn from RBI's industrial outlook survey, capacity utilization survey, inflation expectations survey and professional forecasters' survey. All the variables together with time series models provided the projection of growth and inflation while RBI provided the projection for broad money (M3) and treated this as the intermediate target.

The operational framework of AMIA is illustrated in Fig. [3](#Fig3){ref-type="fig"}. Compared to the Monetary Targeting Framework, the goals of monetary policy remained the same and broad money continued to serve as the intermediate target while the underlying operating mechanism of MIA evolved over time. In May 2011, the weighted average call money rate (WACR) was explicitly recognized as the operating target of monetary policy while the repo rate was made the only one independently varying policy rate. These measures improved the implementation and transmission of monetary policy along with enhancing the accuracy of signaling of monetary policy stance (Mohanty [@CR11]).Fig. 3Source: RBI Bulletin, December 2011

**Shift towards inflation targeting**

The importance of focusing on inflation was first highlighted in the Report of the Committee on Financial Sector Reforms (Government of India [@CR3]; Chairman: Dr. Raghuram Rajan) constituted by the Government of India. The report recommended that RBI can best serve the cause of growth by focusing on controlling inflation and intervening in currency markets only to limit excessive volatility. The report pointed out that the cause of inclusion can also be best served by maintaining this focus because the poorer sections are least hedged against inflation. Further, the report recommended that there should be a single objective of staying close to a low inflation number, or within a range, in the medium term, moving steadily to a single instrument, the short-term interest rate to achieve it.

Former RBI Governor, Dr. Raghuram Rajan set up an Expert Committee in 2013 to Review and Strengthen the Monetary Policy Framework (RBI [@CR18]; Chairman: Dr Urjit R Patel). The mandate of the Committee, amongst others, was to review the objectives and conduct of monetary policy in a globalized and highly inter-connected environment. The committee was also required to review the organizational structure, operating framework and instruments of monetary policy, liquidity management framework, to ensure compatibility with macroeconomic and financial stability, as well as market development. The impediments to monetary policy transmission were to be identified and measures along with institutional pre-conditions to improve transmission across financial markets and real economy were to be suggested.

Some issues central to the report were selecting the nominal anchor for monetary policy, defining the inflation metric and specifying the inflation target. A nominal anchor is central to a credible monetary policy framework as it ties down the price level or the change in the price level to attain the final goal of monetary policy. It is a numerical objective that is defined for a nominal variable to signal the commitment of monetary policy towards price stability.

Generally five types of nominal anchors have been used, namely, monetary aggregates, exchange rate, inflation rate, national income and price level. The Expert Committee recommended inflation to be the nominal anchor of the monetary policy framework in India as flexible inflation targeting recognizes the existence of growth-inflation trade-off in the short-run and stabilizing and anchoring inflation expectations is critical for ensuring price stability on an enduring basis. Further, low and stable inflation is a necessary precondition for sustainable high growth and inflation is also easily understood by the public.

Regarding the inflation metric, the Committee recommended that RBI should adopt the all India CPI (combined) inflation as the measure of the nominal anchor. This is to be defined in terms of headline CPI inflation, which closely reflects the cost of living and influences inflation expectations relative to other available metrics. CPI is also easily understood as it is used as a reference in wage contracts and negotiations. Headline inflation was preferred against core inflation (headline inflation excluding food and fuel inflation) since food and fuel comprise more than 50% of the consumption basket and cannot be discarded.

The Committee recommended the target level of inflation at 4% with a band of ± 2% around it. The tolerance band was formulated in the light of the vulnerability of the Indian economy to supply and external shocks and the relatively large weight of food in the CPI basket.

The Expert Committee also recommended that decision-making should be vested in a Monetary Policy Committee (MPC).

Flexible inflation targeting: 2016 onwards {#Sec7}
------------------------------------------

With the signing of the Monetary Policy Framework Agreement (MPFA) between the Government of India and the RBI on Feb 20, 2015, Flexible Inflation Targeting (FIT) was formally adopted in India. In May 2016, the Reserve Bank of India (RBI) Act, 1934 was amended to provide a statutory basis for the implementation of the FIT framework. The amended RBI Act, 1934 also provided that the Central Government shall, in consultation with the Bank, determine the inflation target in terms of the Consumer Price Index, once in every 5 years.

Accordingly, the Central Government has notified in the Official Gazette 4% Consumer Price Index (CPI) inflation as the target for the period from August 5, 2016 to March 31, 2021 with the upper tolerance limit of 6% and the lower tolerance limit of 2%. The amended RBI Act, 1934 also provides that RBI shall be seen to have failed to meet the target if inflation remains above 6% or below 2% for three consecutive quarters. In such circumstances, RBI is required to provide the reasons for the failure, and propose remedial measures and the expected time to return inflation to the target.

In 2016, India thus joined several developed and emerging market economies that have implemented inflation targeting. Figure [4](#Fig4){ref-type="fig"} shows the timeline for implementation of inflation targeting for countries in this category, starting in 1990.Fig. 4Source: Centre for Central Banking Studies (2012), Bank for International Settlements (2017), Russian Journal of Economics (2017), The Economist (2016), Central Bank websites of Kazakhstan and Ukraine

**Monetary Policy Committee: composition, monetary policy framework and voting patterns**

The amended RBI Act, 1934 provides for a statutory and institutionalized framework for a six-member Monetary Policy Committee (MPC) to be constituted by the Central Government by notification in the Official Gazette. The Central Government in September 2016 thus constituted the MPC with three members from RBI including the Governor as Chairperson and three external members as per Gazette Notification dated September 29, 2016. (Details of the composition of MPC are given in Appendix [3](#Sec14){ref-type="sec"}). The Committee is required to meet at least four times a year although it has been meeting on a bi-monthly basis since October 2016. Each member of the MPC has one vote, and in the event of equality of votes, the Governor has a second or casting vote. The resolution adopted by the MPC is published after conclusion of every meeting of the MPC. On the 14th day, the minutes of the proceedings of the MPC are published which includes the resolution adopted by the MPC, the vote of each member on the resolution, and the statement of each member on the resolution.

It may be noted that before the constitution of the MPC, a Technical Advisory Committee (TAC) on Monetary Policy was set up in 2005 which consisted of external experts from monetary economics, central banking, financial markets and public finance. The role of this committee was to enhance the consultative process of monetary policy by reviewing the macroeconomic and monetary developments in the economy and advising RBI on the stance of monetary policy. With the formation of MPC, the TAC on Monetary Policy ceased to exist.

The MPC is entrusted with the task of fixing the benchmark policy rate (repo rate) required to contain inflation within the specified tolerance band. The framework entails setting the policy rate on the basis of current and evolving macroeconomic conditions. Once the repo rate is announced, the operating framework looks at liquidity management on a day-to-day basis with the aim to anchor the operating target---the weighted average call rate (WACR)---around the repo rate. This is illustrated in Fig. [5](#Fig5){ref-type="fig"}, where the intermediate targets are the short-term and long-term interest rates and the goals of price stability and economic growth are aligned with the primary objective of monetary policy to maintain price stability, keeping in mind the objective of growth. In addition to the repo rate, the instruments include liquidity facility, CRR, OMOs, lending to banks and foreign exchange operations (RBI [@CR20]).Fig. 5Source: Author*Notes:*(1) Primary objective of monetary policy in India is to maintain price stability, while keeping in mind the objective of growth.(2) Definitions of variables are given in Appendix [1](#Sec12){ref-type="sec"}

It is imperative here to note some of the key elements of the revised framework for liquidity management (RBI [@CR21]) that are particularly relevant for the operating framework shown in Fig. [5](#Fig5){ref-type="fig"}. As noted in the RBI Monetary Policy Report, 2020.Liquidity management remains the operating procedure of monetary policy; the weighted average call rate (WACR) continues to be its operating target.The liquidity management corridor is retained, with the marginal standing facility (MSF) rate as its upper bound (ceiling) and the fixed reverse repo rate as the lower bound (floor), with the policy repo rate in the middle of the corridor.The width of the corridor is retained at 50 basis points---the reverse repo rate being 25 basis points below the repo rate and the MSF rate 25 basis points above the repo rate. (The corridor width was asymmetrically widened on March 27 and April 17, 2020.)Instruments of liquidity management continue to include fixed and variable rate repo/reverse repo auctions, outright open market operations, forex swaps and other instruments as may be deployed from time to time to ensure that the system has adequate liquidity at all times.The current requirement of maintaining a minimum of 90% of the prescribed CRR on a daily basis will continue. (This was reduced to 80% on March 27, 2020.)

The first meeting of the MPC was held in October 2016. Between October 2016 and March 2020, the MPC has met 22 times. Table [1](#Tab1){ref-type="table"} shows the voting patterns for each meeting with respect to the direction of change in the policy rate, magnitude of change and the stance of monetary policy. Table [2](#Tab2){ref-type="table"}, on the other hand, provides an overall summary of the voting of all the meetings. It is interesting to note in Table [2](#Tab2){ref-type="table"}, that with respect to direction of change/status quo of the policy rate, consensus was achieved in 12 meetings out of 22. Of these 12 meetings, there were three meetings where there were differences in the magnitude of the change voted for although there was consensus regarding the direction of change. The diversity in voting of the MPC members reflects the differences in the assessment and expectations of individual members as well as their policy preferences.Table 1RBI MPC Policy Repo Rates (October 2016--March 2020)DatePolicy Repo Rate voting and decisionStance decision and votingOctober 2016Reduce 25 bps \[6--0\]6.50 to **6.25** bpsAccommodative6--0December 2016Maintain **6.25** bps \[6-0\]Maintain Accommodative6-0February 2017Maintain **6.25** bps \[6-0\][Change to Neutral]{.ul}6-0April 2017Maintain **6.25** bps \[6-0\]Maintain Neutral6-0June 2017Maintain **6.25** bps \[5-1\]*Reduce 50 bps \[1\]*Maintain Neutral6-0August 2017Reduce 25 bps \[4-2\]6.25 to **6.00** bps*Reduce 50 bps \[1\]Maintain 6.25 bps \[1\]*Maintain Neutral6-0October 2017Maintain **6.00** bps \[5-1\]*Reduce 25 bps \[1\]*Maintain Neutral6-0December 2017Maintain **6.00** bps \[5-1\]*Reduce 25 bps \[1\]*Maintain Neutral6-0February 2018Maintain **6.00** bps \[5-1\]*Increase 25 bps \[1\]*Maintain Neutral6-0April 2018Maintain **6.00** bps \[5-1\]*Increase 25 bps \[1\]*Maintain Neutral6-0June 2018Increase 25 bps \[6-0\]6.00 to **6.25** bpsMaintain Neutral6-0August 2018Increase 25 bps \[5-1\]6.25 to **6.5***Maintain 6.25 bps \[1\]*Maintain Neutral6-0October 2018Maintain **6.50** bps \[5-1\]*Increase 25 bps \[1\]*[Change to Calibrated Tightening]{.ul}5-1December 2018Maintain **6.50** bps \[6-0\]Maintain Calibrated Tightening5-1February 2019Reduce 25 bps \[4-2\]6.5 to **6.25** bps*Maintain 6.5 bps \[2\]*[Change to Neutral]{.ul}6-0April 2019Reduce 25 bps \[4-2\]6.25 to **6.0** bps*Maintain 6.25 bps \[2\]*Maintain Neutral5-1June 2019Reduce 25 bps \[6-0\]6.0 to **5.75** bps[Change to Accommodative]{.ul}6-0August 2019Reduce \[6-0\]Reduce 35 bps \[4\]5.75 to **5.40** bps*Reduce 25 bps \[2\]*Maintain Accommodative6-0October 2019Reduce \[6-0\]Reduce 25 bps \[5\]5.40 to **5.15***Reduce 40 bps \[1\]*Maintain Accommodative6-0December 2019Maintain **5.15** bps \[6-0\]Maintain Accommodative6-0February 2020Maintain **5.15** bps \[6-0\]Maintain Accommodative6-0March 2020Reduce \[6-0\]Reduce 75 bps \[4\]5.15 to **4.40** bps*Reduce 50 bps \[2\]*Maintain Accommodative6-0Source: Reserve Bank of India Monetary Policy Committee Meeting Press Releases and Minutes*Note:*The decided rates are in bold, the minority votes are italicized, the meetings with changes in stance are underlinedTable 2RBI MPC Voting Summary (October 2016--March 2020)Total MeetingsMeetings with decision to\
increase ratesMeetings with decision to\
decrease ratesMeetings with decision to\
maintain ratesMeetings with consensus regarding direction of\
change/status quo22281212June 2018Aug 2018Oct 2016Aug 2017Feb 2019April 2019June 2019[Aug 2019]{.ul}\[35 bps vs 25 bps\]: 4-2[Oct 2019]{.ul}\[25 bps vs 40 bps\]: 5-1[March 2020]{.ul}\[75 bps vs 50 bps\]:4-2Dec 2016Feb 2017April 2017June 2017Oct 2017Dec 2017Feb 2018April 2018Oct 2018Dec 2018Dec 2019Feb 2020Oct 2016Dec 2016Feb 2017April 2017June 2018Dec 2018June 2019[Aug 2019]{.ul}\[35 bps vs 25 bps\]: 4-2[Oct 2019]{.ul}\[25 bps vs 40 bps\]: 5-1Dec 2019Feb 2020[March 2020]{.ul}\[75 bps vs 50 bps\]: 4-2Source: Reserve Bank of India Monetary Policy Committee Press Releases & Meeting Minutes*Note:*The meetings without consensus on magnitude of rate change are underlined

To examine if this diversity exists in MPCs of other countries as well, we analyse the voting patterns of 18 countries across the globe during October 2018 to March 2020 in Table [3](#Tab3){ref-type="table"}. For many countries, we find dissents in some of the meetings, similar to the lack of consensus in some of the meetings of the Indian MPC.Table 3Monetary Policy Committees: Voting Patterns in Various Countries (October 2018---March 2020)ContinentCountryMeetings statisticsTotalConsensusDissentMeetings with rate cutsAfricaSouth Africa10644July 18 2019, Jan 6 2020, Mar 19 2020, Apr 14 2020AsiaChina8N/AN/A4Aug 21 2019, Sept 20 2019, Nov 20 2019, Feb 20 2020India10737Feb 21 2019, Apr 18 2019, June 20 2019, Aug 9 2019, Oct 4 2019, Feb 6 2020, Mar 27 2020Japan110110Maintain Status QuoThailand13854Aug 7 2019, Nov 6 2019, Feb 5 2020, Mar 20 2020EuropeCzech Republic13492Mar 16 2020, Mar 26 2020ECB12N/AN/A1Sep 12 2019Hungary181800Maintain Status QuoSweden9540Maintain Status QuoUK131032Mar 10 2020, Mar 26 2020Europe/AsiaRussia11N/AN/A5June 14 2019, July 26 2019, Sep 6 2019, Oct 25 2019, Dec 13 2019, Feb 7 2020Middle EastIsrael12391April 6 2020North AmericaCanada15N/AN/A3Mar 4 2020, Mar 16 2020, Mar 27 2020US14955July 31 2019, Sep 18 2019, Oct 30 2019, Mar 3 2020, Mar 15 2020OceaniaAustralia17N/AN/A5June 4 2019, July 2 2019, Oct 1 2019, Mar 3 2020, Mar 18 2020South AmericaBrazil121206July 30 2019, Sep 17 2019, Oct 29 2019, Dec 10 2019, Feb 4 2020, Mar 18 2020Chile131125June 7 2019, Sep 3 2019, Oct 23 2019, Mar 16 2020, Mar 31 2020Colombia111101Mar 27 2020Source: Central Bank Websites, Press Releases and Minutes of the Meetings

It merits mention that the committee approach towards the conduct of monetary policy has gained prominence across globe. The advantages of this approach include confluence of specialized knowledge and expertise on the subject domain, bringing together different stakeholders and diverse opinions, improving representativeness and collective wisdom, thus making the whole greater than the sum of parts (Blinder and Morgan [@CR2]; Maier [@CR8]). Further, Rajan ([@CR12]) notes that MPC would bring more minds to bear on policy setting, preserve continuity in case a member has to quit or retire, and be less subject to political pressures.

Monetary policy transmission framework {#Sec9}
======================================

This section presents a stylized representation of a framework for monetary policy transmission and also applies this framework to India.

Monetary policy transmission is the process through which changes in monetary policy affect economic activity in general as well as the price level. With developments in financial systems, the world over, and growing sophistication of financial markets, most central banks use the short-term interest rate as the policy instrument for the conduct of monetary policy. Monetary policy transmission is thus the process through which a change in the policy rate is transmitted first to the short-term money market rate and then to the entire maturity spectrum of interest rates covering the money and bond markets as well as banks' deposit and lending rates. These impulses, in turn, impact consumption (private and government), investment and net exports, which affect aggregate demand and hence output and inflation.

There are five channels of monetary transmission---interest rate channel; exchange rate channel; asset price channel; credit channel and expectations channel. The *interest rate channel* is described above. Monetary transmission takes place through the *exchange rate channel* when changes in monetary policy impact the interest rate differential between domestic and foreign rates leading to capital flows (inflow or outflow) which in turn affects the exchange rate and hence the relative demand for exports and imports. Transmission through the asset price channel occurs when changes in monetary policy influence the price of assets such as equity and real estate that lead to changes in consumption and investment. A change in prices of assets can lead to a change in consumption spending due to the associated wealth effect. For example, if interest rates fall, people may consider purchasing assets that are non-interest bearing such as real estate and equity. A rise in demand for these assets may result in higher prices, a positive wealth effect and thus higher consumption. Further if equity prices rise, firms may increase investment spending. Transmission through the credit channel happens if monetary policy influences the quantity of available credit. This may happen if the willingness of financial institutions to lend changes due to a change in monetary policy. Further, debt obligations of businesses may also change due to a change in the interest rate. For instance, if the policy rate falls, debt obligations of firms may decrease, strengthening their balance sheets. As a result, financial institutions may be more willing to lend to businesses, thus increasing investment spending. Monetary policy changes can impact public's expectations of output and inflation and accordingly, aggregate demand can be impacted via the expectations channel*.* For instance, expected future changes in the policy rate can impact medium-term and long-term expected interest rates through market expectations and thus affect aggregate demand. Further, if inflation expectations are firmly anchored by the central bank, this would imply price stability.

A stylized representation of the monetary policy transmission framework of a change in the policy rate is shown in Fig. [6](#Fig6){ref-type="fig"}. Figure [7](#Fig7){ref-type="fig"} depicts the monetary transmission through the interest rate channel with specific reference to India. (Definitions of all variables shown in Fig. [6](#Fig6){ref-type="fig"} are given in Appendix [2](#Sec13){ref-type="sec"}.) This shows that a change in the policy rate (repo rate) first impacts the call money rate (weighted average call money rate---WACR) and in turn all other money market rates as well as bond market rates including the repo market, certificates of deposit (CD) and commercial paper (CP) markets, Treasury Bill (T-Bill) market, Government Securities (G-Sec) market and the Bond Market. The lending rate of banks also changes as depicted by the marginal cost of funds based lending rate (MCLR). This further impacts consumption and investment decisions as well as net exports and through these, aggregate demand and ultimately the goals of monetary policy. Details of the monetary transmission process are given in RBI ([@CR24]).Fig. 6Source: AuthorFig. 7Source: Author*Notes:*(1) Definitions of variables are given in Appendix [2](#Sec13){ref-type="sec"}

The transmission mechanism is beset with lags. As explained in simple terms in Rangarajan ([@CR13]), there are two components of the transmission mechanism. The first is how far the signals sent out by the central bank are picked by the banks and the second is how far the signals sent out by the banking system impact the real economy. Rangarajan ([@CR13]) labels the first component as "inner leg" and the second as "outer leg".

To illustrate monetary transmission of the first kind, we examine the impact of a cumulative reduction in the policy repo rate by 135 basis points between February 2019 and January 2020. During this period, transmission to various money and bond markets ranged from 146 basis points in the overnight call money market to 73 basis points in the market for 5-year government securities to 76 basis points in the market for 10-year government securities. Transmission to the credit market was also modest with the 1-year median marginal cost of funds-based lending rate (MCLR) declining by 55 basis points during February 2019 and January 2020. The weighted average lending rate (WALR) on fresh rupee loans sanctioned by banks fell by 69 basis points while the WALR on outstanding rupee loans declined by 13 basis points during February to December 2019.

Monetary transmission increased somewhat after the introduction of the external benchmark system in October 2019 whereby most banks have linked their lending rates to the policy repo rate of the Reserve Bank. During October to December 2019, the WALRs of domestic banks on fresh rupee loans fell by 18 basis points for housing loans, 87 basis points for vehicle loans and 23 basis points for loans to micro, small and medium enterprises (MSMEs).

Monetary transmission in various markets is depicted in Figs. [8](#Fig8){ref-type="fig"}, [9](#Fig9){ref-type="fig"} and [10](#Fig10){ref-type="fig"}. Figure [8](#Fig8){ref-type="fig"} shows the policy corridor with the MSF rate as the ceiling and the reverse repo rate as the floor for the daily movement in the weighted average call money rate. The figure shows that the WACR moved closely in tandem with the policy rate (repo rate). Figure [9](#Fig9){ref-type="fig"} shows that the G-Sec market rates followed the movements in the policy rate. Figure [10](#Fig10){ref-type="fig"} shows that the direction of change of MCLR was more or less in synchronization with that of the repo rate. The WALR for fresh rupee loans tracked the repo rate much more than the WALR on outstanding loans.Fig. 8Source: RBI Database on Indian Economy, RBI Weekly Statistical SupplementFig. 9Source: RBI Database on Indian EconomyFig. 10Source: RBI Website

Figure [11](#Fig11){ref-type="fig"} shows the 4% target inflation rate with the ± 2% tolerance band along with the headline inflation rate. This shows that the headline inflation generally stayed within the band. The average inflation rate from August 2016 to March 2020 was 3.93% and up to December 2019, it was 3.72%, i.e. close to 4%. The average GDP growth between Q2: 2016--2017 and Q3: 2019--2020 was 6.6% (Fig. [12](#Fig12){ref-type="fig"}).Fig. 11Source: Ministry of Statistics and Programme Implementation, GOIFig. 12Source: Ministry of Statistics and Programme Implementation, GOI

An interesting phenomena, world-wide is the synchronization in the movements in interest rates across the globe. Table [4](#Tab4){ref-type="table"} shows that MPCs in various countries have voted for a cut in their policy rate in 2019 at a time when many countries were simultaneously experiencing a slowdown. Due to COVID-19 pandemic, in early 2020, some countries have cut the policy rate sharply. This pattern of rate cuts in 2019 up to March 2020 is almost perfectly aligned with the movements in the repo rate (policy rate) in India. These global patterns are illustrated in Figs. [13](#Fig13){ref-type="fig"} and [14](#Fig14){ref-type="fig"}. Figure [13](#Fig13){ref-type="fig"} shows that the policy rates for the BRICS nations moved in tandem from 2017 to 2020. Figure [14](#Fig14){ref-type="fig"} indicates a similar pattern amongst policy rates of US, ECB, UK and Japan.Table 4Monetary Policy Committees: Change in Policy Rate in Various Countries (October 2018--March 2020)ContinentCountryPolicy Rate as of March 31, 2020Total Rate cuts (bps)AfricaSouth Africa4.25− 250AsiaChina4.05− 20India4.40− 210Japan− 0.100Thailand0.75− 100EuropeCzech Republic1.00− 125ECB− 0.50− 10Hungary0.900Sweden0.000UK0.10− 65Europe/AsiaRussia6.00− 175Middle EastIsrael0.10− 15North AmericaCanada0.25− 150US0.00--0.25− 225OceaniaAustralia0.25− 125South AmericaBrazil3.75− 275Chile0.50− 225Colombia3.75− 50Source: Central Bank Websites, Press Releases and Minutes of the MeetingsFig. 13Source: Central Bank Websites. Brazil: Selic Rate; Russia: Key Rate; India: Repo Rate; China: Interest Rate; South Africa: Repo RateFig. 14Source: Central Bank Websites. US: Fed Funds Rate; ECB: Interest Rate on the Deposit Facility; UK: Bank Rate; Japan: Policy Interest Rate

Unconventional monetary policy measures {#Sec10}
=======================================

We have so far discussed conventional monetary policy. As already described, monetary transmission of conventional monetary policy entails a change in the policy rate impacting financial markets from short-term interest rates to longer-term bonds and bank funding and lending rates. A change in the policy rate is thus expected to permeate through the entire spectrum of rates that further translates into affecting interest sensitive spending and thus economic activity. However, if there are problems in the monetary policy transmission mechanism or if additional monetary stimulus is required in the circumstances that the policy rate cannot be reduced further (or in addition to a change in the policy rate), then the central banks may employ unconventional monetary policy tools. Unconventional monetary measures target financial variables other than the short-term interest rate such as term spreads (e.g., interest rates on risk free bonds), liquidity, credit spreads (e.g. interest rates on risky assets) and asset prices. The objective of unconventional tools is to supplement the conventional monetary policy tools especially in the easing cycle to boost economic growth.

In the recent past, RBI has utilized various unconventional tools in addition to conventional monetary policy measures. To better understand the use of unconventional tools in the Indian economy, examples of unconventional monetary policy tools are first analysed and their applications to the Indian scenario are described. Broadly, unconventional measures can be classified into four categories---large scale asset purchases, lending operations, forward guidance and negative interest rates (BIS [@CR1]). The key features of the measures and their applications in India are described in Table [5](#Tab5){ref-type="table"}.Large scale asset purchases (also referred to as quantitative easing) by a central bank involve purchase of long-term government securities financed by crediting reserve accounts that commercial banks hold at the central bank. This purchase would lower government bond yields and serve as a signal that the policy rate will stay at a lower level for a longer period. Sellers of government bonds may, in turn, change their investment portfolios and invest in more risky assets (e.g., corporate bonds) leading to a decrease in the relevant interest rate and higher asset price and thus boost economic growth. Central banks can also purchase assets from the private sector.Lending operations entail provision of liquidity to financial institutions by the central bank through the creation of new or extension of existing lending facilities. This mechanism is different from conventional lending since this is undertaken at looser or specific conditions, e.g., expanding the set of eligible collateral, extending maturity of the loan, providing funding at lower cost and channel/target lending to desired areas or activities with explicit conditions on loans. This lending increases the credit flows to the private sector and helps to restart flow of credit to credit-starved sectors. It can also lead to lower borrowing costs for the financial and real economy sectors.Forward guidance involves central banks communicating future policy intentions and commitments regarding the policy rate to influence policy expectations. Forward guidance is given routinely by most central banks. Its use as an unconventional tool implies that a central bank uses this to signal that it is open to undertaking extraordinary policy actions for a longer duration. Forward guidance can be 'time specific' or 'state specific'. Under the former, the central bank makes a commitment to keep interest rates low for a specified period. Under the latter, the central bank maintains low rates until specific economic conditions are met.The rationale of a negative interest rate is that if an interest rate is charged on the reserves that commercial banks hold at the central bank, the banks may be induced to reduce their excess reserves by increasing lending.Table 5Unconventional Monetary Policy MeasuresUMP MeasureFinancial IndicatorsMechanismIntermediate GoalsApplication for IndiaLarge scale asset purchasesLong-term yieldsAsset pricesFinancial system liquidityPurchase of long-term government securities financed by crediting reserve accounts that commercial banks hold at the central bank, lowering government bond yieldsInduce sellers of government bonds to purchase riskier assets (e.g., corporate bonds), leading to lower cost of debt, i.e. reduction in relevant interest rates and higher asset pricesCentral banks can also purchase assets from the private sectorPurchases lead to large increases in central banks' balance sheetsLower interest rates on risk-free assets (e.g., government securities) across different terms to maturityLower interest rates across various marketsSignaling device that policy rate will stay lower for longerand thus, stabilize interest rate expectationsEasing financial conditionsSimultaneous buying and selling of long-term and short-term G-Secs have been used to 'twist' and flatten the yield curve (Operation Twist) in December 2019, January and April 2020^1^Lending operationsCredit growthCorporate yield spreadsFinancial system liquidityProvision of liquidity to financial institutions through creation of new or extension of existing lending facilitiesDifferent from conventional lending due to looser or specific conditions, e.g., expanding set of eligible collateral, extending maturity of loan, provide funding at lower cost, channel lending to desired areas or activities with explicit conditions on loansIncrease credit flows to private sectorRestart flow of credit to credit-starved sectorsLower borrowing costs for financial and real economy sectorsStabilize interest rate expectationsEasing financial conditionsTo augment credit flows to productive sectors at reasonable cost, RBI announced LTROs on Feb 6, 2020^2^TLTRO and TLTRO 2.0 were announced on Mar 27 & April 17, 2020 respectively to stimulate targeted lending wherein banks access liquidity at lower costs from RBI to be lent to targeted sectors.^3^Provision of special refinance facilities to NABARD, SIDB and NHB were announced on April 17, 2020 to enable them to meet sectoral credit needs.^4^Forward guidancePolicy RateStance of monetary policyPolicy spaceState central banks' intentions and commitment regarding policy rateTypically, can be 'time specific' or 'state specific'Under time specific, central bank makes a commitment not to increase interest rates for a specified time periodUnder state specific, central bank maintains low rates until specific economic conditions are metSignaling device that policy rate will stay lower for longerRBI Governor and MPC resolution regularly offer forward guidance on the trajectory of policy direction, policy stance^5^ (accommodative, neutral and tightening) and policy spaceAs an unconventional tool, RBI signals extraordinary policy actions for a longer durationNegative interest ratePolicy RateLong-term yieldsFinancial conditionsBanks reduce their excess reserves by increasing lending and purchasing other financial assetsAdjustment of long-term yields downwards in line with expectations of future short-term ratesEasing financial conditionsNASource: AuthorThe final goals of unconventional monetary policy are to boost economic growth and supplement conventional monetary policy tools especially during the easing cycle^1^See RBI Monetary Policy Report (MPR), April 2020 (RBI [@CR25])^2^Long Term Repo Operations, RBI Governor's Statement, February 6, 2020; RBI MPR, April 2020 (RBI [@CR22], [@CR25])^3^Targeted Long-Term Repo Operations, RBI Governor's Statement, March 27 and April, 17, 2020; RBI MPR, April 2020 (RBI [@CR23], [@CR25], [@CR26])^4^National Bank for Agriculture and Rural Development (NABARD), Small Industries Development Bank of India (SIDBI) and National Housing Bank (NHB), RBI Governor's Statement, April 17, 2020 (RBI [@CR26])^5^Accommodative: interest rates stay the same or decrease; tightening: interest rates stay the same or increase: Neutral: interest rates can decrease, increase or stay the same

The first three of these have been applied to India and are reported in Table [4](#Tab4){ref-type="table"}. These include Operations Twist in December 2019 and January as well as April 2020, long-term repo operation (LTRO) in February 2020, targeted long-term repo operations (TLTRO) in March and April 2020, and special refinance facilities to National Bank for Agriculture and Rural Development (NABARD), Small Industries Development Bank of India (SIDBI) and National Housing Bank (NHB) in April 2020.

The application of these unconventional monetary tools was necessitated, first by the slowdown in the Indian economy in 2019, and second, by the impact of COVID-19 pandemic due to which economic activity and financial markets, the world over, came under severe stress. It was thus necessary for the Reserve Bank to employ measures to mitigate the impact of COVID-19, revive growth and preserve financial stability. Thus the unconventional monetary policy tools supplemented the conventional monetary policy measures to stimulate growth in the economy.

Conclusions {#Sec11}
===========

This paper reviews the evolution of monetary policy frameworks in India since the mid-1980s. It also describes the monetary policy transmission process and its limitations in terms of lags in transmission as well as the rigidities in the process. It also highlights the importance of unconventional monetary policy measures in supplementing conventional tools especially during the easing cycle.

At the time of writing (April 2020), three and a half years have passed since the implementation of the Flexible Inflation Targeting Framework and the constitution of the Monetary Policy Committee. With the implementation of FIT, India joined the group of various developed, emerging and developing countries that have implemented inflation targeting since 1990.

The inflation target specified by the Central Government was 4% for the Consumer Price Index (CPI) inflation for the period from August 5, 2016 to March 31, 2021 with the upper tolerance limit of 6% and the lower tolerance bound of 2%. As shown in Fig. [11](#Fig11){ref-type="fig"}, from August 2016 through March 2020, the headline inflation generally stayed within the tolerance band with the average inflation rate slightly less than 4% during this period. There were episodes of high/unusual inflation due to supply shocks (food inflation, oil prices) but these were suitably integrated in the policy decisions.

The Monetary Policy Committee has also been in existence since October 2016. The mandate of the MPC is to set the policy repo rate while taking cognizance of the primary objective of monetary policy---to maintain price stability while keeping in mind the objective of growth---as well as the target inflation rate within the tolerance band. Once the policy repo rate is set, the monetary transmission process facilitates the percolation of the change in the policy rate to all financial markets (money and bond markets) as well as the banking sector which further impacts interest sensitive spending in the economy and eventually increases aggregate demand and output growth.

In practice, however, there are rigidities as well as lags in the transmission process that impede the speed and magnitude of the transmission and thus question the efficacy of monetary policy with respect to the policy repo rate. Nevertheless, the external benchmarking system introduced by RBI from October 1, 2019 whereby all new floating rate personal or retail loans (housing, auto etc.) and floating rate loans to micro and small enterprises extended by banks were benchmarked to an external rate, strengthened the monetary transmission process with several banks benchmarking their lending rate to the policy repo rate. This requirement of an external benchmark system was further expanded to cover new floating loans to Medium Enterprises extended by banks with effect from April 1, 2020. This is expected to further improve the transmission process.

Of course, the policy repo rate is not a panacea for all ills but serves well as a signaling rate. The RBI routinely brings out the Statement on Developmental and Regulatory Policies[1](#Fn1){ref-type="fn"} that is released simultaneously with the resolution of the MPC. RBI has also taken recourse to unconventional measures to supplement the conventional tools to boost economic growth. More recently, with the slowdown in 2019 followed by the extraordinary slump in economic activity due to COVID-19 pandemic, RBI has been compelled to use rather innovative and unconventional tools starting in December 2019 as discussed in Table [5](#Tab5){ref-type="table"}.

Needless to say, in the unprecedented times of the global pandemic (and, in general, in periods of severe crises), a multi-pronged approach comprising monetary, fiscal and other policy measures is required to protect economic activity and minimize the negative impact of the pandemic (crisis) on economic growth. The importance of monetary-fiscal coordination is highlighted in the resolution of the Monetary Policy Committee dated March 27, 2020 (available on the RBI website) that states the following: "Strong fiscal measures are critical to deal with the situation." Thus, in addition to monetary policy, fiscal policy has a major role in combating the economic effects of the COVID-19 pandemic. In response to the need of the hour, the Government of India has implemented various fiscal measures to provide a boost to the economy. While central banks across the globe have responded to the global pandemic with monetary and regulatory measures, various governments have reinforced the monetary measures by deploying massive fiscal measures to shield economic activity from the effect of the COVID-19 pandemic.

A few words about the workings of the MPC are also warranted. As discussed in the paper, the voting pattern of the Indian MPC is comparable to international standards, reflecting the healthy diversity in the assessment of the members. The workings of the MPC are transparent with the resolution being made available soon after the end of the meetings. Furthermore, each member of the Committee has to submit a statement that is made available in the public domain on the 14th day after the meeting. Thus, each member is individually accountable, making the process perhaps more stringent than that of MPCs in other countries.

Appendix 1: Glossary (Figs. [2](#Fig2){ref-type="fig"} and [5](#Fig5){ref-type="fig"}) {#Sec12}
======================================================================================

**Repo rate** is the (fixed) interest rate at which the RBI provides overnight liquidity to banks against the collateral of government and other approved securities under the liquidity adjustment facility (LAF)**Reverse repo rate** is the (fixed) interest rate at which the RBI absorbs liquidity, on an overnight basis, from banks against the collateral of eligible government securities under the LAF**Liquidity Adjustment Facility (LAF)** enables the RBI to modulate short-term liquidity under varied financial market conditions to ensure stable conditions in the overnight (call) money market. The LAF operates through daily repo and reverse repo auctions thereby setting a corridor for the short-term interest rate consistent with policy objectives**Corridor** is determined by the MSF rate as ceiling and reverse repo rate as the floor of the corridor for the daily movement in the weighted average call money rate**Marginal Standing Facility (MSF)** is the facility under which scheduled commercial banks can borrow additional amount of overnight money from the RBI at a penal rate against eligible securities. Banks are allowed to dip into their Statutory Liquidity Ratio (SLR) portfolio to borrow funds under this facility up to a limit decided by the RBI. This provides a safety valve against unanticipated liquidity shocks to the banking system**Bank rate** is the standard rate at which the RBI is prepared to buy or rediscount bills of exchange or other commercial papers eligible for purchase under the Reserve Bank of India Act, 1934**Cash Reserve Ratio (CRR)** is the minimum cash balance that a scheduled commercial bank is required to maintain with the RBI as a certain percentage of its net demand and time liabilities (NDTL) relating to the second preceding fortnight. It is prescribed by RBI from time to time**Statutory Liquidity Ratio (SLR)** is the share of NDTL that the scheduled commercial banks are required to maintain on a daily basis in safe and liquid assets, such as unencumbered government securities and other approved securities, cash and gold**Open market operations (OMOs)** are conducted by the RBI by way of sale/ purchase of Government securities to/ from the market with an objective to adjust the rupee liquidity conditions in the market on a durable basis**Market Stabilization Scheme (MSS)** was introduced as an instrument for monetary management in April 2004. Surplus liquidity of a more enduring nature arising from large capital inflows is absorbed through sale of short-dated government securities and treasury bills. The cash so mobilized is held in a separate government account with the RBI**Monetary Base (Reserve Money/M0)** = Currency in circulation + Bankers\' deposits with the RBI + 'Other' deposits with the RBI**M1** = Currency with the public + Demand deposits with the banking system + 'Other' deposits with the RBI**M2** = M1 + Saving deposits of post office saving banks**M3** = M1 + Time deposits with the banking system**Call money rate** is the rate at which overnight money are lent and borrowed in the money market**Weighted average call money rate (WACR)** is volume weighted average of rates at which overnight money or money at short notice (up to a period of 14 days) are lent and borrowed in the money market. This weighted average rate can be computed for any period such as, daily, weekly, yearly**Refinance facility under Monetary Targeting Framework** was provided by RBI as an additional source of reserves. The two types of refinance facility provided to banks include export credit refinance (extended against bank's outstanding export credit eligible for refinance) and general refinance (provided to banks to tide over their temporary liquidity shortages)

Source: Handbook on RBI's Weekly Statistical Supplement; Reserve Bank of India Website

Appendix 2: Glossary (Fig. [8](#Fig8){ref-type="fig"}) {#Sec13}
======================================================

**Marginal Cost of Funds based Lending Rate (MCLR):** An internal benchmark rate for determining the interest rate on all floating rate rupee loans[2](#Fn2){ref-type="fn"} . It was introduced on April 1, 2016 after replacing the base rate system. MCLR comprises of marginal costs of funds (92% share of Marginal Cost of Deposits and Other Borrowings + 8% share of return on net worth)[3](#Fn3){ref-type="fn"} + negative carry on account of CRR + operating costs + tenor premium**Weighted Average Lending Rate (WALR):** The weighted average of the lending rates of all SCBs (excluding RRBs, payment banks and small finance banks) on the outstanding rupee loans and fresh rupee loans sanctioned by the banks. It is based on lending rates to different sectors with weights based on credit extended to different sectors**Money Market:** Market for lending and borrowing of short-term funds which are highly liquid. It covers money and financial assets that are close substitutes for money including call money, repo, Tri-party repo, T-bills, cash management bills, commercial paper and certificate of deposit**Call Money Market:** *Instrument:* Overnight money and money at short notice (up to a period of 14 days) is lent and borrowed without collateral. Call money is liquid and can be turned into money quickly at low cost and provides an avenue for equilibrating the short-term surplus funds of lenders and the requirements of borrowers *Borrowers:* Scheduled commercial banks (excluding RRBs), co-operative banks (other than land development banks), and Primary Dealers (PDs) *Lenders:* same as borrowers**Market Repo:** *Instruments:* Repurchase agreement (Repo) which is used for borrowing funds by selling securities with an agreement to repurchase the said securities on a mutually agreed future date at an agreed price which includes interest for the funds borrowed. Government securities, CPs, CDs, Units of Debt ETFs, listed corporate bonds and debentures are eligible securities for repo. Repo against corporate bonds are called repo in corporate bond *Participants:* Banks, PDs, mutual funds, listed corporates, All India Financial Institutions, any other entity approved by the RBI**Tri-Party Repo Market:** *Instrument:* Tri-party repo, a repo contract where a third entity (apart from the borrower and lender), called a Tri-Party Agent, acts as an intermediary between the two parties to the repo to facilitate services like collateral selection, payment and settlement, custody and management during the life of the transaction *Participants* Scheduled commercial banks, recognized stock exchanges and clearing corporations of stock exchanges or clearing corporations authorized under PSS Act and any other entity regulated by RBI or SEBI are eligible subject to certain criterion. All the repo market eligible entities are permitted to participate in Tri-party repo market**Treasury Bills Market:** *Instrument:* Short-term debt instruments issued by the GOI and sold by RBI on an auction basis. Treasury bills are zero coupon securities that pay no interest, issued at a discount and redeemed at the face value at maturity. They are currently issued in three tenors, namely, 91 days, 182 days and 364 days. They are also traded in the secondary market*Investors:* Any person resident of India, including firms, companies, corporate bodies, institutions and trusts along with non-resident Indians and foreign investors (subject to approval by Government) can invest through a competitive route**Certificate of Deposits Market:** *Instrument:* A negotiable money market instrument issued in dematerialized form or as a usance promissory note against funds deposited at a bank or other eligible financial institution for a specified time period. Maturity ranges from 7 days to 3 years. CDs can be traded in the secondary market *Issuers:* Banks and Financial Institutions *Investors:* Individuals, corporations, companies (including banks and PDs), trusts, funds, associations and non-resident Indians (but only on non-repatriable basis)**Commercial Paper Market:** *Instrument:* An unsecured money market instrument issued in the form of a promissory note. They are issued for the maturities between a minimum of 7 days and a maximum of up to 1 year from the date of issue (given that the credit rating of the issuer is valid in the period). CPs can be traded in the secondary market *Issuers:* Corporates, PDs and All India Financial Institutions (FIs) *Investors:* Individuals, banks, other corporate bodies (registered and incorporated in India), non-resident Indians,**Bond Market:** *Instrument:* A debt instrument whereby an investor loans money to an entity (typically corporate or government) which borrows the funds for a defined period of time at a variable or fixed interest rate. Bonds are used by companies, municipalities, states and sovereign governments to raise money to finance a variety of projects and activities *Issuers:* Government or Corporates *Investors:* Banks, mutual funds, foreign institutional investors, provident funds, pension funds**Government Securities Market:** *Instrument:* A tradable instrument issued by the Central or the State Governments. It acknowledges the Government's debt obligation. Securities issued by State Governments in India are known as State Development Loan (SDL). The short-term G-Secs (Treasury Bills) have original maturities of less than 1 year while long-term G-Secs (Government Bonds or dated securities) have original maturity of 1 year or more. There is an active secondary market in G-Secs *Participants:* commercial banks, PDs, institutional investors like insurance companies, other banks including cooperative banks, regional rural banks, mutual funds, provident and pension funds, foreign portfolio investors (allowed with quantitative limits prescribed from time to time), and Corporates**Corporate Bond Market:** *Instrument:* Debt securities issued by private and public corporations. Companies issue corporate bonds to raise money for a variety of purposes, such as building a new plant, purchasing equipment, or growing the business. The stock exchanges have a dedicated debt segment in their trading platforms to facilitate the needs of retail investors. A corporate bond is generally priced on the basis of price of G-sec of comparable tenure with a spread added to it. They are also traded in secondary market *Participants:* Corporates, banks, retail investors and institutional investors including insurance companies and mutual funds, foreign investors

Source: Handbook on RBI's Weekly Statistical Supplement; Reserve Bank of India Website

Appendix 3: Constitution of the Monetary Policy Committee {#Sec14}
=========================================================

The Gazette Notification of the Ministry of Finance dated September 29, 2016 notes the following.

"In exercise of the powers conferred by Section 45ZB of the Reserve Bank of India Act, 1934 (2 of 1934), the Central Government hereby constitutes the Monetary Policy Committee of the Reserve Bank of India, consisting of the following, namely:The Governor of the Bank---Chairperson, ex officio;Deputy Governor of the Bank, in charge of Monetary Policy---Member, ex officio;One officer of the Bank to be nominated by the Central Board---Member, ex officio;Shri Chetan Ghate, Professor, Indian Statistical Institute (ISI)---Member;Professor Pami Dua, Director, Delhi School of Economics (DSE)---Member; andDr. Ravindra H. Dholakia, Professor, Indian Institute of Management, Ahmedabad, Member."

The three external members have served on the Committee since its inception and continue to serve. There have been some changes in the RBI members as follows.Former Governor, Dr. Urjit Patel chaired the Committee from October 2016 to December 2018. Governor, Shri Shaktikanta Das presided from the February 2019 meeting onwards.Shri R. Gandhi, Former Deputy Governor attended the October and December meetings in 2016.Dr. Viral Acharya, Former Deputy Governor in charge of Monetary Policy attended the meetings from February 2017 to June 2019.Shri Bibhu Prasad Kanungo, Deputy Governor attended the meetings from August to December 2019.Dr, Michael Patra attended all the meetings, first as Executive Director till December 2019 and continues to attend meetings as Deputy Governor in charge of Monetary Policy.Dr. Janak Raj has attended meetings since February 2020 as Executive Director.

Statement on Developmental and Regulatory Policies sets out various developmental and regulatory policy measures and macroprudential policies for strengthening financial markets and systems, regulation and supervision, banking sector etc. from time to time.

Interest rates on fixed rate loans of tenor below 3 years shall not be less than the benchmark rate for similar tenor.

In case of newly set up banks (either domestic or foreign banks operating as branches in India) where lending operations are mainly financed by capital, the weightage for this component may be higher in proportion to the extent of capital deployed for lending. This dispensation will be available for a period of three years from the date of commencing operations.

The views expressed in this paper are of the author and not of the Monetary Policy Committee (MPC), of which she is a member.
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